Purpose -The purpose of this paper is two-fold: first, to examine whether the quality of accruals, as measured by accrual persistence, improved in the post-SOX period, and second, to examine the degree to which SOX-related improvement in accrual persistence varies across companies depending on the degree of their auditor's independence. Design/methodology/approach -The paper compares accrual persistence in the pre-and post-SOX periods to test the first question. Then, partitioning on relative client importance as a measure of auditor independence, the paper compares the SOX-based improvement for clients of low and high independence audit firms. Findings -The study first demonstrates that accrual persistence increased significantly in the post-SOX period. The study also finds evidence that in the post-SOX period, the subsample of companies audited by Big-N auditors with lower-independence experienced the greatest improvement in accrual persistence. Originality/value -This is the first paper to evaluate SOX-related improvements in the quality of earnings as measured by accrual persistence. Prior studies test abnormal accruals and other earnings management metrics, however, persistence is a more general test of financial statement quality. This study also is the first to compare SOX-related improvements for clients of firms with differing levels of independence.
Introduction
A series of events occurred in the period after 2001 that potentially had the effect of improving the quality of reported financial information. Following the "dot-com" bust, a number of high-profile audit failures (e.g., Enron and WorldCom), the prosecution and subsequent demise of Arthur Andersen, and the passage of landmark regulatory legislation in the form of the Sarbanes-Oxley Act of 2002 (hereafter, SOX) created both de facto and de jure changes in the financial reporting environment. In this study, we address two research questions. First, did the quality of accruals (measured by accrual persistence) improve in the post-2001 period (hereafter, the post-SOX period)? Second, if accrual quality improved in the post-SOX period, did this improvement vary depending on the level of pre-SOX auditor independence?
The first question, dealing with the SOX-era environment, is somewhat controversial with divided views among the public, corporate management, auditors, and government leaders.
Business leaders have been outspoken in their criticism of SOX, asserting that compliance added significant costs for minimal benefits. Many have been quick to dismiss SOX as unnecessary and overly burdensome, even going so far as to deem it "quack corporate governance" (Romano 2005 ). Concurrent research finds that opportunistic earnings management, proxied using absolute levels of abnormal accruals, declined in the post-SOX period (Carcello, Hollingsworth, and Mastrolia 2009; Cohen, Dey, and Lys 2008; . This behavior was accompanied in the post-SOX period by a reduced propensity of reported earnings to just meet or beat analysts' forecasts (Bartov and Cohen 2009) , potentially indicating companies are less likely to engage in opportunistic earnings management. However, Cohen et al. (2008) and Bartov and Cohen (2009) find a concurrent increase in the use of real earnings management techniques to adjust reported financial statement balances after the passage of SOX. They note that these techniques are more costly to implement, yet less likely to be considered opportunistic if detected by investors and auditors. These findings raise the possibility that in the post-SOX period companies may be merely shifting to less detectable earnings management techniques rather than reducing earnings management per se.
In this study, unlike the prior published studies, we are interested in SOX-related improvements in accrual quality in general and not specifically a reduction or shifting in opportunistic earnings management. We measure relative accrual quality by estimating the persistence of total accruals. Total accruals include short-term, long-term, and financial accruals, providing a broader approach than one using just operating accruals, allowing an extension to the prior literature dominated by abnormal accrual metrics.
Prior accounting research has often used earnings persistence as a proxy for earnings quality (e.g., Beneish and Vargus 2002 and Richardson 2003) . The conceptual basis for this link is an argument that higher quality earnings are those that are more sustainable (see Revsine et al. 1999, pp. 224-225 and Bodie et al. 2002, p. 628) . Earnings and accrual persistence are a measure of the degree to which current earnings or accruals are sustained in the future. Schipper and Vincent (2003) argue that earnings persistence can be an indicator of decision usefulnessthe predominant quality characteristic advocated by the Financial Accounting Standards Board.
Prior research has also linked higher earnings persistence to higher investor response to earnings information (Kormendi and Lipe 1987) . Investors place a higher valuation multiple on earnings that are expected to persist in the future. In this sense, investors judge more persistent earnings to be of higher quality.
Measuring accrual quality using persistence also takes a broader view of the sources of lower quality including both intentional (opportunistic and real) manipulation and unintentional measurement error in accruals. This approach allows us to examine the full complement of decision choices available for management regarding their response to SOX era reforms.
Our second question examines potential differences in the effect of SOX-era reforms on reporting quality, depending on the level of auditor independence. Recent studies have raised concerns regarding auditors' incentives with respect to management's reporting decisions. The prior literature, which focused on audit-quality measures that imply auditor competence, may not provide evidence on the negative effect of impaired independence on financial reporting quality, even in the presence of auditor ability. The inconsistent evidence (some report reduced, other report increased, abnormal accruals) from the literature examining the influence of non-audit service fees on auditor independence is indicative of this (DeFond, Raghunandan, and This sample is composed of 18,451 company-years audited by Big-N audit firms. 2 We first examine the persistence of accruals in the pre-and post-SOX periods by comparing accrual persistence in each period, with controls for a variety of non-SOX drivers of accrual persistence.
We find that accrual persistence is significantly higher in the post-SOX period. This finding is consistent with a SOX era-related increase in accrual quality.
We then partition the entire sample of audit-client companies into high-and low-auditorindependence groups based on a measure of audit-firm independence used in prior literature (e.g., Reynolds and Francis 2001) . We compare accrual persistence across this partition. We then test if the post-SOX improvement in accrual persistence differs between our auditor independence groups. We expect significantly greater SOX-related improvement in accrual persistence for low-independence groups, compared to high-independence groups. We base this expectation on the intended effects of the various SOX-era reforms as well as the general reporting environment in the post-SOX period. As expected, we find that the post-SOX improvement is significantly greater for the low independence sub-samples when compared to the high independence groups.
This study contributes to the SOX and audit-quality literatures in a number of ways. First, we demonstrate a link between SOX-era reforms and higher accrual persistence for Big-N audited companies. This is consistent with prior literature that measures accrual quality using abnormal accruals only. 3 Second, we provide evidence that SOX-related improvements in accrual persistence varies by level of auditor independence. The greatest SOX-related improvements occur for clients with less independent auditors pre-SOX. This provides some evidence that an objective that motivated the passage of SOX, improving auditor independence, was achieved, when measured using our metric for financial statement quality, accrual persistence.
3 Concurrent research using data from the post-SOX period indicates that improvements in internal controls, potentially motivated by Section 404 disclosures of material weakness in the system of internal controls over financial reporting (e.g., Ashbaugh-Skaife et al. 2009 ) and executive certification of financial statements (Carcello et al. 2009 ), lead to reduced abnormal accruals. Our research extends this result by contemporaneously examining the pre-and post-SOX periods and a broader measure of financial statement quality, accrual persistence.
We note, that like many other empirical studies that investigate the impact of SOX era reforms (Carcello et al. 2009; Cohen et al. 2008; that we cannot definitively state that the changes we document in financial reporting behavior are solely from the passage of SOX and the other changes in the auditing environment in that period. Many other factors (e.g., increased auditor and investor prudence) were in a state of fluctuation during the post SOX period that might influence decisions affected reported financial statements.
We organize the paper as follows. Section 2 contains background discussion and hypothesis development. Section 3 contains the sample selection process and reports descriptive statistics. Section 4 contains research design and results for tests of the effect of the post-SOX period on accrual persistence. Section 5 contains research design, results, and sensitivity analyses for the tests of the effect of audit quality on accrual persistence and tests of whether SOX-related improvement in persistence depends on audit quality. Section 6 contains concluding comments.
Background and Hypothesis Development

The Sarbanes-Oxley Act of 2002
The passage of the Sarbanes-Oxley Act (SOX) led to dramatic changes to existing audit and financial reporting regulations (e.g., Sections 302 and 404), with the intention of improving the quality of audited financial statements and the quality of auditing services. In addition, the auditing environment appears to have changed dramatically during the period that SOX was enacted and implemented (McConnell and Banks 2003; Koehn and Del Vecchio 2004; Ciesielski and Weirich 2006) . A variety of related contemporaneous events such as increased audit fees, the demise of Arthur Andersen, and greater public scrutiny of auditors and public companies served to potentially increase the independence of auditors and the quality of reported accruals.
While many question the benefits of SOX (Romano 2005) , existing research indicates that SOX era reforms have affected managerial decision-making in general (Cohen, Dey, and Lys 2005; Cohen et al. 2008) , and more specifically with regard to using abnormal accruals to adjust financial statement presentation (Carcello et al. 2009; Cohen et al. 2008; . To extend this research we investigate the influence of the SOX era on financial reporting quality by examining the persistence of reported accruals, a more complete measure of accrual quality. Based on prior research, we expect the persistence of accruals to improve in the post-SOX period when compared to the period before the implementation of SOX. Stated formally:
H1.
The persistence of accruals will be significantly greater in the post-SOX period compared to the pre-SOX period.
Note, however, that Cohen et al. (2008) and Bartov and Cohen (2009) by examining accrual persistence, we are able to account for reductions in financial reporting quality due to real earnings management activities.
Audit quality and the effect of SOX
It seems reasonable that relative audit quality will influence the degree to which the events surrounding and following enactment of SOX affected accrual quality. One would expect that companies that received high quality audits before the SOX period would see less improvement in financial reporting quality due to SOX-era reforms than companies with lower quality audits. This should be particularly true for audit quality issues directly targeted by the SOX reforms, such as auditor independence.
A quality audit occurs when a skilled and independent audit firm is able to identify accounting misstatements and exert pressure on the client to correct those misstatements (DeAngelo 1981) . As a result of reducing accounting misstatements, the audited financial statements exhibit higher quality. However, as a practical matter, the achievement of this ideal depends both on the competence of the auditor to find accounting misstatements, and on the firm's willingness to exercise its influence over the client to correct misstatements. DeAngelo (1981) suggests the client-auditor association is a bilateral monopoly that motivates auditors to compromise their independence in order to retain clients. Therefore, if a particular client represents a large proportion of an audit firm's total revenue, the audit firm may be less willing to exert influence on client reporting choices (Reynolds and Francis, 2001; Francis and Yu, 2009 ). Ghosh, Kallapur, and Moon (2009) find evidence that suggest investors are concerned about perceived auditor independence, measured as a reduced earnings response coefficient, using audit fees as a proxy for the level of a client's importance to the auditing firm.
Based on prior research investigating settings where auditors obtain a significant proportion of audit revenues from one client, we suggest that auditor independence is potentially impaired and auditor willingness to correct misstatements is diminished. In this setting, the audit firm's desire to retain a client that represents a significant economic asset for the firm, leads to reduced auditor independence (Reynolds & Francis 2001) .
In order to indicate auditor independence, we use a measure of the proportion of the total office-specific audit fees earned from a particular audit client. This measure of client influence is estimated by the ratio of the client's audit fees to the total audit fees earned by the audit firm in the same office. 4 Specifically, a high (low) influence measures indicate potentially impaired (unimpaired) auditor independence.
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There are several reasons to suggest that client specific influence is related to clientspecific independence and audit reporting decisions. First, for clients that represent a significant amount of a firm-office's audit-fee revenue, firms will tend to act in a way that preserves that revenue. This idea was suggested by the Cohen Commission Report which states "When one or a few large clients supply a significant portion of the total fees of a public accounting firm, the firm will have greater difficulty in maintaining its independence." (AICPA, 1978) .
Firms with significant revenues from individual clients are likely to have the competence to identify general and industry-specific misstatements. However, impaired independence due to the economic pressures of retaining this client may reduce the firm's willingness to influence the client to correct the misstatements. The result of uncorrected accounting misstatements would be audited accruals with lower quality.
As mentioned earlier, many of the provisions of SOX were directed toward improving audit quality by increasing auditor independence, specifically the ban on non-audit services and the implementation of a direct communication channel with the audit committee allowing auditors to bypass management in their discussions of potentially contentious financial reporting and control issues. In the post-SOX era, the audit committee hires the audit firm, not company management or the Board of Directors. Therefore, the effect of SOX may be to improve the independence of audit firms. As previously discussed, the SOX era reforms had dramatic effects on the auditing marketplace. The provisions of SOX were intended to improve the quality of all audits.
However, we expect this effect to be greater for audits performed by less independent audit firms. If SOX encourages all firms to reach the same audit quality level, these firms will have more room for improvement. We investigate this question by testing whether the SOX-related improvement is greater for companies with auditors with lower levels of independence. Stated formally:
H2.
Reported accruals audited by firms with lower levels of independence will have a greater increase in persistence from the pre-SOX to the post-SOX periods than those audited by audit firms with higher levels of independence.
Data and Sample Selection
We first obtain data from the 2006 and 2007 COMPUSTAT databases over the data years 1997 through 2007. All NYSE/AMEX/NASDAQ companies with available industry information (COMPUSTAT item "DNUM"), audit-firm information (Compustat item 149), and total sales (item 12) in these data years are included in the calculation of proxies for auditor independence and audit-firm industry specialization. We limit our sample to Big-N firms to be consistent with prior literature using similar metrics to determine auditor independence and specialization.
Because actual audit fee data has limited availability for the pre-SOX period, we use the client company-year's total sales (natural log) to proxy for audit revenue (Reynolds and Francis 2001) .
We calculate the natural log form of total sales by industry, by auditor, by city, by auditor within industries and by auditor within cities.
We form a dichotomous variable, IND, designed to measure audit-firm independence.
We construct IND by calculating an influence measure used in prior research, first by Reynolds and Francis (2001) . This measure (INFLUENCE), calculated for each client/auditor combination, is the company's sales divided by the sum of sales of each publicly-listed company audited by an audit firm office. 6 We use the natural log of sales in our calculations given its high correlation with actual audit fees (Craswell et al., 1995; Simunic 1980 ) which were not publicly available during some of our sample years. This allows us to determine the economic importance of a client based on the proportional magnitude of its fees relative to total fees of the publicly traded companies audited by an individual audit firm office.
Prior studies indicate that actual audit fees paid to (or, in the case of our proxy, the total client sales audited by) an auditor is a reliable measure for auditor reliance, or economic dependence, on a client or particular industry (Simunic 1984; Reynolds & Francis 2001; Chung & Kallapur 2003 We then screen sample company-years for required financial statement data in the prior, current and subsequent years. Earnings is equal to income before extraordinary items (COMPUSTAT item 18), scaled by average total assets (item 6). Total accruals (TACC) is equal to the change in total assets (item 6), minus the change in cash and short-term investments (item 1), plus the change in short-term investments (item 193), minus the changes in total liabilities (item 181) and preferred stock (item 130), all scaled by average total assets (item 6). Cash flows (CF) is equal to Earnings, less TACC.
In order to construct an unambiguous test of the relative accrual quality between groups of companies and between the pre-and post-SOX periods using accrual persistence coefficients, it will be important to control for other determinants of accrual persistence that may systematically differ across groups of companies and across time.
8 Dechow and Dichev (2002) discuss a number of company-specific characteristics that are likely to be associated with accrual persistence, likely to be affected by contemporaneous events, but unrelated to the effect of SOX or the role of auditors in detecting reporting errors and misstatements. Based on their study, we define six variables designed to control for company-specific characteristics and contemporaneous events that may affect accrual persistence. First, company-years with different operating cycles are more likely to have differing accrual persistence. OPCYCLE is the sample 7 An additional benefit of using lagged audit quality is that is provides some assurance that the direction of causation is from audit quality to accrual persistence and not the reverse.
company's operating cycle, in days. Following Dechow and Dichev (2002) , OPCYCLE is calculated as follows:
Where AR is accounts receivable (COMPUSTAT item 151), Inv is inventory (item 3), and COGS Dechow and Dichev (2002) find evidence that each of these characteristics, to varying degrees, is associated with accrual quality.
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In addition to the characteristics suggested by Dechow and Dichev, we expect that a company's relative riskiness may affect the persistence of their accruals. Therefore, we will also control for book-to-market ratio as a general measure of company-specific risk (Fama and French 1993) . BM is equal to book-to-market ratio at fiscal-year-end.
9 Dechow and Dichev (2002) identify three additional variables that affect accrual quality: accrual volatility, earnings volatility, and accrual magnitude. We do not control for these variables because, unlike the variables we adopt, they measure characteristics of accruals themselves rather than non-accrual characteristics that might affect accruals persistence. Including these three variables would inappropriately control for the hypothesized relations; this would amount to "throwing the baby out with the bathwater." period. These significant differences reinforce the importance of controlling for these companyspecific characteristics in our regressions. between Earnings in period t+1 and both CF and TACC are positive, as expected. This is 10 These sample sizes are calculated after removing observations judged to be excessively influential based on large HAT variables (greater than 0.007) generated from estimating the two regression models described below. Including some or all of these outliers causes great instability in estimated coefficients.
consistent with prior studies that find both CF and TACC reflect positive persistence with respect to one-year-ahead earnings (e.g., Sloan 1996) . Consistent with prior research and with the role of accruals, the correlation between CF and TACC is significantly negative. As expected, IND and SPEC are negatively correlated, indicating the importance of controlling for industry specialization using SPEC. Not surprisingly, LOSS is negatively correlated with one-year-ahead
Earnings, CF, and TACC. LOSS is also negatively correlated with SIZE. Cash flow volatility, CFVOL, is negatively correlated with CF and positively correlated with LOSS. SIZE is negatively correlated with both cash flow and sales volatility, which confirms our intuition that larger firms will have less volatile economic environments.
Tests of the effect of SOX on accrual persistence
Research design
We test H1 by estimating a pooled regression of one-year-ahead Earnings on current CF and TACC, with separate coefficients estimated pre-SOX and post-SOX for audit clients. We then compare the pre-and post-SOX accrual persistence coefficients. We expect the persistence of accruals will be greater in the post-SOX period for both sets of companies. This finding supports H1; the persistence of accruals significantly increased in the post-SOX period, compared to the pre-SOX period, after controlling for other sources of differential persistence.
Results
13 11 We do not include a control for SPEC in this regression because its purpose is to control for industry specialization when using the IND variable which is not used in regression (2). We convert the five continuous control variables to fractional ranks before interacting them with TACC. Using fractional ranks (that range from zero to one) allow interpretation of the interaction coefficients as incremental persistence coefficients. 12 The study sample may contain up to 15 company-year observations from a single company. Correlations between these observations violate independence assumptions of OLS. In addition, the sample is significantly heteroskedastic (χ 2 = 406.19, p < 0.0001). Therefore, the t-statistics reported in Table III , and the rest of the study, are corrected for both heteroskedasticity and for lack of within-company independence in the study sample. These Huber-White t-statistics are calculated based on Diggle et al. (1994) . In untabulated results described in the sensitivity analysis section, we re-estimated our t-statistics simultaneously controlling for non-independence both within companies and within years (i.e., two-way clustering). All inferences are unchanged using this more strict control for non-independence. 13 Interestingly, the cash flow coefficient is also significantly greater in the post-SOX period compared to the pre-SOX period. This implies that economic conditions in the post-SOX period caused cash flow persistence to increase. This raises the question of whether the same economic conditions caused the increase in accruals persistence rather than the hypothesized improvement in reporting quality. We test the significance of the difference between the improvement in accrual and cash flow persistence for We next examine the efficacy of our control variables. In the uncontrolled regression, the coefficients on TACC are smaller than the CF coefficients. This is consistent with the results in prior studies, particularly Sloan (1996) and Richardson et al. (2005) . This difference reverses when we add the control variables to the regression. This is not surprising because these variables are controlling for the economic factors that cause the persistence of accruals to be lower than that of cash flows. Five of the six control variables have statistically significant coefficients. Only SIZE has a coefficient in the opposite direction expected. 
Audit quality, accrual persistence, and the effect of SOX
Descriptive statistics
Research design
We estimate the following pooled regression to measure the effect of IND on accrual persistence separately in the pre-and post-SOX periods. Table V reports the results of estimating regression (3). We first report the results from re-testing H1 separately for the low-independence and high-independence groups. H1 is supported for both groups (0.212 and 0.107, t-statistics = 5.20 and 3.09, respectively). These results demonstrate the robustness of the H1 test reported for regression (2).
Results
H2 predicts that the SOX-related improvement in accrual persistence will be significantly greater for the low-IND group compared to the high-IND group. We find significant support for H2, with the low-IND increase in persistence being 0.105 (t-statistic = 2.43) greater than the high-IND increase in persistence. These results are consistent with significantly greater SOX-related improvement in accrual quality for clients of audit firms classified as low-independence firms.
Overall, the results from estimating regressions (2) and (3) provide evidence that the quality of accruals improved in the post-SOX period, but occurs disproportionately in companies audited by audit firms with potentially impaired independence in the pre-SOX period. These results are consistent with the intentions stated in SOX of improving the quality of audits and increasing the quality of financial reporting.
Sensitivity analyses
We consider a number of additional analyses to further understand the scope of the results reported above. We first examine whether our results are driven by sample companies switching between Big-N and non Big-N audit firms. During the period in which SOX was being implemented, significant market changes were occurring that resulted in a large number of former Big-N clients moving to non Big-N auditors. We re-estimate both regression (2) and regression (3) for the subsample of companies that did not switch between Big-N and non Big-N auditors during the years 1997 through 2007. In no case are the inferences using this restricted sample different from those reported in Table III is the main explanation for our results. To test the degree to which the presence or the remediation of reported material weaknesses are driving our results, we exclude observations from companies that reported a material weakness adverse opinion in any year. This results in a sample size of 16,397 observations. The inferences from these analyses are the same as in our main results. Therefore, we conclude that our main results are not primarily driven by the presence or remediation of material weaknesses identified in post-SOX period.
We next examine the sensitivity of our results to an alternate method of calculating our tstatistics. In our primary analyses we report Huber-White t-statistics that control for correlations between observations from the same company across years. However, the standard errors on which our t-statistics are based may be biased downward due to cross-correlations between observations within the same fiscal year. In order to control for cross correlation within years and within companies, it is necessary to simultaneously control for clustering on both dimensions. We examine the effect on our hypothesis tests of potential within-year crosscorrelation by re-estimating each of our hypothesis tests using standard errors that control for both within-year and within-company correlations.
14 H1 and H2 are similar to the reported tests (H1: t=5.04, H2: t=2.74).
We next re-test H1 by estimating the volatility of residuals produced by estimating regression (3). We estimate residual volatilities in a manner similar to Dechow and Dichev (2002) . Company-specific standard deviations of residuals were estimated separately in the preand post-SOX period. In untabulated results, mean residual standard deviations were significantly smaller in the post-SOX period compared to the pre-SOX period (t-statistic of 8.20). These results are consistent with H1. We then partition the set of company-specific standard deviations into those with different audit-firm independence. The reduction in residual volatility is approximately the same for the low-independence group compared to the highindependence group. These results are inconsistent with H2.
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We also explored the possibility that the time period we choose is unique and that our results would change if other years were selected. Our main analysis uses observations from two , when the economy felt the effects of 9/11. We repeat our analysis using 1997 through 2000 as our pre-SOX sample. The results using this alternate sample are essentially identical to those reported in Tables III and V. It is also possible that our results could occur because of a change in the composition of total accruals rather than because of our hypothesized relations. For example, in the pre-SOX period total accruals could be composed of relatively more working-capital accruals and less long-term accruals while the opposite is true in the post-SOX period. Such a change in relative composition of total accruals could cause an apparent change in the persistence of total accruals that is unrelated to SOX. We determine the extent to which this affects our results by reestimating equations (2) and (3) using accruals disaggregated into three components: Working capital accruals, non-current operating accruals, and financial accruals. Disaggregating accruals in this way should control for changes in the relative composition of total accruals. We find support for H1 in all three components. We find support for H2 in two of the three components.
We obviously have no predictions in our study of which components of accruals will be more affected by audit quality or SOX. However, finding support for our hypotheses for at least one component provides evidence that differential accrual composition is not driving our results. 15 The measurement of residual volatilities in this method may introduce noise that is driving the lack of support for H2. Due to the fact that our pre-and post-SOX periods are just 4 years each, and to the effects of 4-way partitioning on IND and Pre-versus Post, the variances were estimated over as few as two observations for some firms.
Larger companies (those with market capitalization above $70 Million), were required to implement the requirements of SOX earlier than smaller companies. Therefore, one would expect the results of our study to be more strongly observed in the large subsample. Consistent with that expectation, H1 is strongly supported for the large accelerated filers, but not for the smaller companies. Interestingly, H2 continues to be supported for both groups, but with marginal significance-possibly due to the loss of statistical power because of the partitioning of the sample.
Finally, we re-estimate our main regressions making a variety of changes in the sample or the design. We re-estimate the regressions after eliminating companies that were ever audited by Arthur Andersen, excluded the control for SPEC, and included all main effects for the interactions. In no case were the inferences from our hypothesis tests affected.
Conclusion
In this study we answer two research questions. First, did the quality of accruals improve in the post-SOX period? We find evidence consistent with an improvement in accrual quality in the post-SOX period. Second, does the extent of post-SOX improvement in accrual quality differ between clients of auditors with low-and high-independence? We find evidence that companies audited by auditors classified as having lower-independence experienced the greatest improvement in accrual quality in the post-SOX period.
These findings represent a significant extension of prior studies examining possible financial reporting benefits from SOX. Our use of accrual persistence, rather than abnormal accruals, to test our hypotheses allowed us to demonstrate a net improvement in financial reporting quality, despite the previous findings that real earnings management increased in the post-SOX period. Prior studies were not designed to allow the effect of higher real earnings management to affect their tests of accrual quality.
Several potential limitations to the study should be kept in mind when considering our results. First, due to lack of actual audit fee data over both the pre-and post-SOX periods, we use total sales as a proxy for audit fees. While this and prior studies have demonstrated a high correlation between audit fees and total sales, it is possible that our proxy measures audit fees with error. Second, since there has been only a short time period since implementation of SOX, our post-SOX results may not reflect the long-term effects of the post-SOX environment. Future studies can evaluate the generalizability of our results when more years of post-SOX data become available. Finally, the post-SOX period was characterized by a number of changes to the economy aside from those affecting the audit environment. It is possible that despite the controls used in our main and supplemental analyses that some other omitted variable is driving our results. A similar limitation is noted in concurrent and prior research investigating the influence of SOX era reforms on managements use of abnormal accruals (Carcello et al. 2009; Cohen et al. 2008; . 
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